
'!he Bell Telepx:na a:npmy of Pennsylvania

Price <ap;

On septE!Tber 19, 1990, the Fo::: a.dcpted "price cap" regulatial as a
replacement for traditia:al rate of return regulaticn for LEX::s, such as the
a:npmy. '!he new system places a cap CD overall prices for interstate
sel:Vices and requires that ~ cap decrease annually, in inflatiCD-adjusted
terns, by a fiJa:rl annmt which is intemed to reflect expected increases in
prcductivity. '!he price cap level can also be adjusted to reflect
"e:xcgencus" ~, such as chan3es in Fo::: separatiCllS or accamtin3 rules.
LEX::s subj ect to price cap; have SCl'll:!Wbat increased flexibility to c:l'lan3e the
prices of existing sel:Vices within certain graJPi.n3s of interstate sel:Vices,
known as "baskets".

lJ.rljer price cap regulatial, the a:npmy can eanl a rate of return cn overall
invest::nEnt of up to 12 .25% (100 basis points over the currently authorized
rate of return of 11.25%). If the a:npmy's rate of return is between 100
and 500 basis points above the authorized rate of retum (that is,
currently, between 12.25% and 16.25%), the a:npmy nust share 50% of the
earnings above the 100-basis-point level with custarers by reducin3 rates
prcspectively. All earnings above the 500-basis-point level nust be
retumed to custarers in the fOIIn of prospective rate decreases. If, an the
other haIxi, the a:npmy' s rate of retuzn is IlDre than 100 basis points below
the authorized rate of return (that is, currently, below 10.25%), the
a:npmy is penni.tted to increase rates prospectively to rra.ke up the
deficiency.

LEX:: price cap regu1aticn took effect an January 1, 1991. '!be LEX:: price cap
order has been ~ed by several parties to the U1ited States ea.ut of
At:Peals for the District of COltlri:>ia Circuit. 'Ihese cq;:p3a1s are being held
in abeyance pending the Fo:::' s resolution of pending petitioos for
reconsideration. Pending a decision an these ~s, which is unlikely to
occur within the next year, price cap regulation rsrains in effect for the
a:npmy.

Ccrtp..lter Ingp j tY III

In August 1985, the Fo::: initiated CcItp.1ter Inquil:y III to reeJCaIIline its
regu1atioos requiring that "enhancErl sel:Vices" (e. g., voice nessaging
sel:Vices, electrali.c nail, videotext gate't6y, protocol ccnversian) be
offered only thra.1gh a stnlctura1ly separated subeidi.aJ:y. In 1986, the Fo:::
eliminated this re.qu:ire!rent, penni.tting the a:npmy to offer enhanced
sel:Vices, subject to carpliance with a series of ID18tnlctura1 safeguards
designed to p:!atote an effectively CCJ'lI'etitive rrarlcet. 'Ihese safeguards
include detailed cost accamtin3, protecticn of custarer infomaticn and
certain repc:D:'ti.DJ re.qu:ire!rents.

In June 1990, the U1ited States Chlrt of Aroea1s for the Ninth Circuit
vacated and l:"E!'I'BID9d the CcItp.1ter Inquil:y III decisiCllS, fin:ting that the
Fo::: had not fully justified those decisiCllS. On o::calb::r 20, 1991, the Fo:::
a.dcpted an order al remmi which reinstated stnlctura1 relief upcn a
ccnpany's ca:rpliance with the Fo::: 's Ccn'p.lter Inquil:y III cpm NeblOrlt
Architecture (CNA) re.qu:ire!rents, ands~ sore of the IlCIlStnletural
safeguards. In the interim, the a:npmy had filed an interstate tariff
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i.nt:>1E!'CBltinJ the ~ requirem:!nts. nat tariff beca1Te effective en
February 2, 1992, subject to further :investigatien. Q1 Mirch 9, 1992, the
Ccnpmy certified to the Fa: that it had eatplied with all initial OOA
cbligatioos arxl shalld be granted structural relief for enhanca:i services.
!he Fa: is expected to rule en that certificatien durin:.3' the seccni quarter
of 1992.

!he Fa:'s IJeca'rDer 1991 order has been ~led to varioos thited States
COlrts of ~ls by several pnties. PeIxlin.3' decisions en these ~ls,
which are not expected to occur before 1993, the Fa:'s decisien remrins in
effect. If the CC:urt again reverses the Fa:, the Ccnpmy's right to offer
enhanca:i services ca.l1d be inp:rired.

FP: Ccst Allocatien Rules

In 1987, the Fa: adq>ted rules govemi.Dg (1) the allocatien of ccsts between
regulated arxl ncnregu.lated activities arxl (2) transactioos with affiliates.
Pursuant to these rules, the Ccnpmy has filed a ccst allocaticn nanual
which has been approved by the Fa:.

!he ccst allocation rules apply to activities that have never been regulated
as ccmnmi.cations eamcn carrier offerings arxl to activities that have been
pre-enptively deregulated by the Fa:. '!he ccsts of these activities are
l:'EIt'DVed prior to the separations process arxl are allocated to nan- regulated
activities in the aggLegate, not to specific services for pricinJ p...u:pc:ses.
Other activities m..1St be acco.mted for as regulated activities, arxl their
ccsts will be subject to the separations process. 'Ibese include (1)
activities which have been deregulated by the Fa: wit:ha1t pre-enptinJ state
regulation, (2) activities which have been deregulated by the state rot not
the Fa: arxl (3) "incidental activities," which cannot, in the aggLegate,
produce m:>re than 1% of a eatpaIl}" s revenues.

!he affiliate transaction rules geneLa1ly require that assets be transferred
bet'WeeIl affiliates at rrarket price, if such price can be established thra.lgh
a tariff or prevailing price charged to third parties. In the atsence of
such infomation, transfers fran a regulated to an unregulated affiliate
m..1St be valued at the higher of ccst or fair rrarket value, arxl transfers
fran an unregulated to a regulated affiliate m..1St be valued at the IC1NeI' of
ccst or fair rrarket value. services provided to an affiliate m..1St be valued
at tariff rates, or rrarket prices if the service is also provided to
unaffiliated entities. If the affiliate does not also provide the service
to unaffiliated entities, the price m..1St be detennined in accordance with
the Fa: , s ccst allocatien principles.

'!he Fa: has D:X Il'Bde its rules pre-enptive. State regulatmy authorities
are free to use different ccst allocatien net.hcXis arxl affiliate transaction
rules for intrastate ratE!'CBkin;j, arxl to require carriers to keep separate
allocatien records.
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TeleJ»:pe Q'np;nylCQhle Televisic:n Crt'p-Ownership

In 1987, the :Ei"O: initiated an ilxlullY into whether develcprents in the cable
arxi telepxne i.rrilstries ~ted chan.3es in the "crees-ownership" rules
prcili.biti.D;3" telephcne eatpani.es such as the a:np:my fran providi..ng cable
sezvice in their serJice territories directly or i.Irlirectly throogh an
affiliate. •

en Novarber 22, 1991, the :Ei"O: released a Further rbtice of Pl:q)ceed
RulEll'Bki.n3" (mPRM) in its crees-ownership procee1:iD3s. '!he FNPRM prq;:x:sed
to pemrit telep1ale eatpani.es such as the a:np:my to provide video dial tooe
service on a comOl carrier basis.

The F'CX: also release:i a First Report arxi order (order) and a Seccn:i Further
rbtice of !zXIui.rY (FroI). In the order, the :Ei"O: ruled that neither
telephone eatpani.es that provide video dial tcne service, nor video
progLaIlUers that use these services, are required to d:>tain lcx:al cable
franchises. '!he FroI asks for coments c:n whether the :Ei"O: sCnlld recc:nnern
to Ccngress any chan.3es in the statute prohibiti.n::J telephale eatpani.es fran
providing cable service in their telephone service areas.

Interconnection am Collocation

On June 6, 1991, the :Ei"O: release:i a rbtice of Pl:q)ceed RulEll'Bki.n3" (NPRM)
which prq:x::ses to allow third parties to collocate their equipteIlt in, or
very near, telephale cacpany offices to provide special access (private
line) services to the plblic. '!he :Ei"O:'s stated J;ULP0ge for the pLopooec1
rulEll'Bki.n3" is to encoo.rage greater cc:rtpetition in the provisic:n of
interstate special access sezvices. '!he:Ei"O: has tentatively cc:ncluded that
collocati.n::J parties wo..tld pay the telephale eatpany an intercamection
charge that is lower than the exi.sti.n::J tariffed rates for similar ncn
collocated services. In the sane release, the :Ei"O: issued a rbtice of
!zXIui.rY (N)I) askinJ what policies it sCnlld adq>t in regard to interstate
switched access co1locaticn. Ccmrents arxi LE!plies to the NPRM and N)I have
been filed by the Bell Atlantic telephooe eatpani.es arxi others. '!he:Ei"O: has
not reached a final decision in either part of the proceejing, nor can the
a:np:my predict when such a decisicn will be nade.

If the :Ei"O: pez:mi.ts increased cc:rtpetiticn by allowing collocaticn, the
a:np:my's reverD.1e w:::uld be adversely affected, althcugh SCItE of the lost
reverD.1e coo.ld be offset by increased dsrarrl if, as the Bell Atlantic
telephone eatpani.es requested in their coments, the F'CX: provides the
a:np:my with greater priciDJ flexibility. COllocatic:n for the provisicn of
switched access seJ:Vices w:::uld result in greater revenue losses to the
a:np:my than -=uld special access collocatic:n. '!he a:np:my will not be able
to estiIre.te the revenue inpact of either type of co1locatic:n tmtil the
ccn::iitic:n of co11ocatic:n (if any) are detemti.ned arxi annamced by the F'CX:.
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Intelligent Net.\tmts

Q1 Decarber 6, 1991, the F'C:C issued a WI into the plans of exd'laDge
carriers, includ.i.DJ the Ccnp'my, to deploy new "nrdIlJar" netwol:k.
architectures, such as Mvanced Intelligent Netwol:k. (AIN) technology. '!be
WI asks what, if any, ~oJ:Y actien the F'C:C shalld take to assure that
such architectures are deployerl in a rranner that is nq;leIl, :respcxlSive, ani
procarpetitive". '!he F'C:C is still accepti.n:3 carnents en this WI, am the
Ccnp'my cannot predict when the ro: will issue an order in this proceerli ng .

'Il1e result of this iLqui.ry cooJ.d include a requ:irarent that the Ccnp'my
offer iIxllvidual carp:t'leIlts of its services, such as switching am
transport, to ccnpetitors who will provide the rarai..nder of such services
throogh their own facilities. SUch i.ncreasa:i eatpetitien coold divert
revenues fran the Ccnp'my. However, deployrrent of Am technolO3Y nay also
enable the Ccnp'my to respcrxi rrore quickly am efficiently to OJStarer
requests for new services. 'Ibis cal1d result in i.ncreasa:i revenues fran new
services that cooJ.d partially offset the expected eatpetitive lessee.

'Il1e ccmrunications services of the Ccnp'my are subject to regulatien by the
PU:: with respect to intrastate rates am services, intrastate depreciation
rates and other natters. A{::praxina.tely 75 percent of the Ccnp'my's revenues
are derived fran services regulated by the PU::. '!be Ccnp'my caltinues to
q;era.te unjer traditiooal rate of return regulatial for its regulated
intrastate services. However, legislation has been intrcx:iuced in the
Pennsylvania Assarbly to grant the PU:: authority to :inplem=nt regulatoJ:Y
m:xlificatians. One bill wculd require local telephcrle ccrcpmi.es to
l..II:dertake a pn::gzam of accelerated deployrrent of broadamd technology in
return for the cptianal raroval of eatpetitive services fran ccnmissian
oversight arxi an inflatien adjusted rate stability plan for all other
services. Except where otheJ:wise directed by the R£, the Ccnp'my follows
ro: rules reganting accamting principles, jurisdictiooal sepa.:ratians
procedures, ccst allocatians and affiliate transactions in detennining
intrastate financial results.

In Mm:h 1988, the Pennsylvania Attorney General am the Office of CcxJsuIrer
Advocate filed ccrcpl.aints in the Cc:mrc:nwealth o:urt arxi with the m:,
respectively, allegiDJ that the Ccnp'my had eD3Ciged in overselling of
certain c:ptiaBl telephale services in violatien of the 0X1sI.mer Protection
law an:i the Public Utility COOe. <il April 10, 1990, the parties filed
agJ:eenents in the Cc:mrc:nwealth o:urt arxi with the R£ to settle these
eatplaints. '!he agU::E!llerlt filed with the POC \1BS~ by the POC en
June 14, 1990; the agzeerrent filed in the Cc:mrc:nwealth o:urt did not
require Cc:mrc:nwealth o:urt cq:proval. Pursuant to the settlsrent ag......zea........llen"""ts,
the Ccnp'my, during the pericd fran July 1990 t:hra1gh M!rCh 1991, credited
or refuD:ied cg;n:ax:inately $1.2 millien uOOer the Attomey General ccrtplaint
settlarent an:i ~tely $26.4 millien umer the Office of 0X1sI.mer
Advocate eatplaint settlarent to residential custcrte:'S who suJ:scri.bed to or
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'!he Bell Telepxne o:npmy of Pennsylvania

began to receive certain q>tiooal. services duri.n:J designated pericds. 'D1e
o:npmy also rrade a payrrent of $450, 000 to cover the Attorney General's
legal expenses in prcsecuting its eatplaint. In April 1991, the o:npmy
provided an additiooal. credit of awraxinately $8.8 mi.llicn to certain
residential custcrrers umer the Office of CcDsurcer Mvtx:a.te eatplaint
settlsrent. 'D'le o:npmy alSQ. agreed, \JI)jer both settlsrents, to ccntinue
m:::dificatioos it had previaJS1.y rrade to its optiooal. services sales
practices am agreed in the Office of Cc:I1sun'er Advocate eatplaint settlarent
to ccntril:ute $5.0 millicn (including $1.0 mi.llicn in o:npmy-Sl.g)lied
prcxiuets am services) CNer a five-year pericxi to furxi a teleccrrmmi.cations
CCXlSl.JIrer Erl.lcaticn furxi.

Depreciaticn

en Decenber 19, 1991, the ro:: approved the o:npmy's petiticn to chan:.3e the
depreciable lives of certain classes of plant resulting in a net decrease to
plant lives. 'D1e effect of the ro:: awn'd will increase 1992 intrastate
annual depreciaticn expense awraxinately $70.0 millicn.

Bell Atlantic ® .LQ. S'll 8el:vices

'!he o:npmy has qrcxiuced or is in the process of intrcxiucing several of
the Bell Atlantic C!9 I.Q.S'll services family of calling features. 'Ihese
features include ldenta R:ingSll service, which allows a single line to have
nultiple telephone ID..1l'Ci:lers, each with a distinctive rin3i Repeat call, .",m.ch
allC1W'S custcrrers autara.tically to redial l:l.Jsy pl'ole ID..1l'Ci:lers i am Return
call, .",m.ch allows custcrrers autara.tically to return the last incaning call,
even withalt KnowinJ the I1l.1n'ber.

Other services being tested by the o:npmy include tntra FonrardS'll, .",m.ch
custcrrers can use to program call- fonarding instroctioos, am Hc:rre
Intercan, .",m.ch allows for phcne-to-pha1e dialing within the hare.

GiitewaY 8er{i.ces

'!he o:npmy is ccnt~ its service trials for Gateway services, .",m.ch
provide a single point of entz:y for users of persala1 eatp.lters to gain
access to nultiple databases.

Infomaticn semces
'!he o:npmy offers variOJS types of infomaticn services, such as nessage
Stol:age services, voice DBil, electraric DBil, am electraric data
interexx::haD3e (see "Line of &.1siness Restrictioos"). '!he o:npmy also
offers Answer aul, a te1ephcne answering service ain"ed at residential am
StB11 bJsiness custcrrers.
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Regulato~ mlin;s, as 'Nell as new technology, are ccntinuing to exparxi the
types of available ccmn.micatiCllS services am equi.prent am the mmDer of
carpetitors offering such services. Increasingly, carpetitors are large
carpanies with sul:stantial CCJ>ital, technological am rrazketing resoorces.

Bypass

A sul:stantial p::>rtian of the Cotpany' s revenues fran hJsiness am
gov-ernrent custcners is derived fran a relatively srall mmDer of large,
nultiple-li.ne sub3cribers.

'Ibe Cotpany faces carpetitian fran alternative camuni.catians systare,
coostructed by large sul:scribers or by interexd'lan3'e carriers, which
originate arrl/or tenn:inate calls witha.1t using the local telephone
carpany's plant. M:!trepJlitan Fiber Systare has deployed an q:>tical fiber
net1NO:rK which carpetes with the Cotpany in the Phi JadeJ phia am PittsbJ.rgh
rretrc:pJlitan areas. Another carpany has deployed an q:>tical fiber net1NO:rK
in the Philadelphia area, am a thini carpany is constructing an q:>tical
fiber net1NO:rK in the Pittsb.1rgh rretrc:pJlitan area.

M:!trc:pJlitan Fiber Systare has filed petitians with the FCC am the
DepartIrent of Justice as 'Nell as the Pennsylvania ro:::: am the Muylam
Public 8el:vice Ccmnissian, seeking to require acklitiooal fOlllB of
interconnection with telepha1e carpany facilities to enhance their
carpetitive efforts.

Other p::>tential soorces of carpetitian are cable televisian systare, sharej
tenant services am other nan-carrier systare which are capable of bypassing
the Cotpany's local plant either eatpletely, or partially, t:hroogh
sub3titutian of special access for switche:l access or t:hroogh cancentration
of telecamuni.catians traffic on fe'tller of the Cotpany's lines.

To rreet this carpetition, the Cotpany has rraintained carpetitive C03t-based
prices for exc::hange access (to the extent the FCC am ro:::: pemi.t the
Cotpany's prices to nove toward ccsts), kept service quality high am
effectively iIrplarented new technology (see "FCC Regulatian am Interstate
Rates - Interstate Access 01arges" am "FCC Access Olarge Pooling
Arrar'lgements") .

Personal eatmmi.eatialS services

Radio-based persala1 ccmn.micatians services also coostitute p::>tential
soorces of carpetiticn to the Cotpany. 'lbe FCC has authorized trials of
such semces, using a variety of technologies, by m.meroos carpanies. on
Jamary 16, 1992, the FCC adq)ted a NPRM to allocate a p::>rticn of the
spectrum to mmging telecamuni.catiCllS technologies, includ.in;; Persala1
a:mcuni.catioos services (PCS). PCS coosists of a series of wireless
portable telephale services which w=u1d allow CUBtarers to IrBke am receive
calls fran any locaticn using srall hamsets. If inplsrented, PCS am other
similar semces w=u1d carpete with semces currently offered by the
Cotpany, potentially resulting in revenue lc:sses to the Cotpany. Ha.1leVer,
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the Ccrcpmy nay derive 'Cell revenues if it is authorized to provide PCS or
similar 'Cell sezvices. If PeS is inplatelted, the F<:X: is expected to
authorize m:>re than a sin;:fle semce provider in ea.ch geographic area..

centrex

'!he Ccrcpmy offers centrex seLVice, which is a central office-based
camuni.catioos systan for J::usiness, govenyrent am other institutiCl'lal
custcrcers. centrex sezvice ca:lSists of a variety of integrated
software-based fea.tures lcx::ated in a centralized switch or switches am
extended to the custc:::rcer's pranises prirrarily via local distri.b.ltian
facilities. centrex has enca.mtered calti.rnJ..i.ng carpetitien fran CPE
systars, such as private branch exchim3es (PBXs), which perfonn similar
ftmctioos with less use of the Ccrcpmy's switch.i.nJ facilities.

users of centrex systemB generally require m:>re SI.J1:scriber lines than users
of PBX systars of similar capacity. '!be F<:X: increased the naxi.num
SUbscriber Line Olarge en atbrlierl centrex lines to $6.00, effective
~ril 1, 1989. Increases in SUbscriber Line Olarges result in centrex users
incurring higher charges than users of CCIrpU:able PBX systars. '!be ro: has
pennitted flexible pricing for certain centrex semces, which helps to
offset the effects of such higher SUbscriber Line Q1arges.

IntraIAm cametition

'!he ability of interexchange carriers to eD3Cige in the provisien of
intrastate int~ toll semce in carpetition with the Ccrcpmy is subject
to regul.atien by the ro:.

Directo+:{

'!be Ccrcpmy's directOl:y c:paratioos caltinue to face significant carpetition
fran other providers of directories, as well as carpetitian fran other
advertising rredia. In particular, the fOl:m:r sales representative of the
Ccrcpmy PJblishes carpetitive directories.

Coin Tele,ghcge 8eryice

'!he Ccrcpmy faces increasing carpetitian fran alternate coin telephone
semce providers, cellular am potential PeS providers.

Q;lerator seM.ces

Alternative c:parator sezvices Providers have entered into carpetitian with
the Ccrcpmy's c:parator sezvi.ces prcrluct line.
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'!he Bell Tel~ <::art:anY of Pennsylvania

ClRIJUR CIJfmAC.IS JR) RBUn1U&UPS

'!he <::art:anY is a party to variaJ.S arrangarents for provisiCllS to the <::art:anY
of nanagarent advisozy semces ar.rl of technical research ar.rl develcpteIlt.

certain pl.ann:i.D3, narketiDJ I procu.rarent, financial, legal, accamtiDJ,
technical SlW'rt ar.rl other rfl'anagarent semces are provided for the <::art:anY
en a centralized basis thralgh Bell A1:lantic Netwo:rk services, Inc. (mI) , a
service subsidiaIy of Bell A1:lantic. Bell A1:lantic Network FlJndiDg
Corporatien provides financiDJ services to the <::art:anY. Prior to 1990, the
<::art:anY shared the expenses of joint officers ar.rl atployees with The Di.amn:l
State Telephale <::art:anY, another wholly-owned subsidiazy of Bell A1:lantic.

The seven RHea each own (directly or thralgh subsidiaries) a ene-seventh
interest in Bell a:mn.micatiCllS Research, Inc. (Bellcore). Pursuant to the
Plan, this organi:zatien furnishes the RHea ar.rl their EO: subsidiaries with
technical assistance such as network pla.nn.i.ng am engineering, ar.rl sofblare
develcprent, as well as variaJ.S other CCI]SlJ.1tiDJ sernces that can be
provided rrcre effectively 00 a centralized basis. Bellcore is the central
point of contact for coordinatiDJ the efforts of the RHCs in rreetiDJ the
national security am arergency preparedness requi.rarents of the federal
govennent. It also helps to m:i::lilize the cari:>ined :rescurces of the
ccnpanies in tines of natural disasters.

As of Decarber 31, 1991, the <::art:anY atployed awraxirrately 16,200 PersCI'lS
representing a 1. 5% decrease fran the rn.mi:ler of atployees at Decerctler 31,
1990. The <::art:anY' s workforce is augrrented by rreriJers of the centralized
staff of NSI, who perfonn sernces for the <::art:anY en a contract basis.

Awraxirrately 86% of the atployees of the <::art:anY are represented by
unioos. Of those so represented, awraxirrately 87%' are represented by the
Ccmn.mi.caticns W::>rkers of Jmerica, which is affiliated with the AFL-CIO ar.rl
awraxirrately 13% are represented by the Intematianal Brothemocd of
Electrical W::>rkers which is also affiliated with the AFL-CIO.

UOOer the tems of the three-year contracts ratified in septarber 1989 by
unicns representiDJ associate atployees, represented associates received a
base \6ge increase of 2.25% ar.rl a ca:lt of living increase of 1.15% in August
1991. UOOer the sarre contracts, associates received a Corporate Profit
Sharing paynent of $480 per PersOn in 1992 based en the <::art:anY's 1991
financial perfomance.

13



'ttle Bell Tel~ Q:npa.ny of Pennsylvania

ItsIl 2. P.ttp!Lties

'!he princi};B1 prcperties of the Q:npa.ny do not lerxi t:han3elvee to ainple
descripticn by character and.locaticn. At DecE!tber 31, 1991, the Q:npa.ny' a
invest:rrent in plant, prcperty and equiprent ccnsiste:i of the follO'tlin3':

Cbnnecting lines 46t
central office equiprent 35
Land and buildings 8
Telephale instnJll'ents and relate:i equiprent 1
Other ....1Q

lOOt
==

"camecting lines" coosists priIrarily of aerial cable, lJOOergrc:urxi cable,
poles, ccn::hrlt and wiring. "central office equiprent" coosists of
switching equiprent, transnisaian equiprent and relate:i facilities. "land
and buildings" consists of land C10tlIled in fee and inprovements thereto,
princi};B1ly central office tuildings. "Telephale inst:runents and relate:i
equiprent" coosists priIrarily of p.Jblic telephale tenn:i.nal equiprent and
other tenn:i.nal equiprent. "Other" prc:perty coosists priIrarily of
furniture, office equiprent, vehicles and other worle equiprent, capital
leases, leasehold inprovements and plant under coostructian.

At DecE!tber 31, 1991 and 1990, essentially all of the Q:npa.ny I s central
offices are being saved by electrcni.c switching equiprent.

An analysis of the estiIrate:i carpc:r:lents of the Q:npa.ny' s coostructian
pI:03I:aIn for the last two years is as follows:

rEtworle growth .
rEtworle support .
rEtworle m::xiemi.zatian .
rEtworle repla.c:::ement .
Market specific .
~tiCDI SlgX)rt ..•..•....

AlIOl!lBI1Ce for funjs used
ciurin3 ca1Stn1ctial ••.....

'Ibtal calStn1cticn PJ:03I:aIn ..

(In Millions)

~ ~

$309 $305
125 108

79 101
50 49
46 50
21 JJ

630 626

--1 --.J
$631 $629
== -
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'!he Bell Telephale Colpmy of Pennsylvania

Item 3. Iegal Prooeed 1T9J'

Pre-Divestiture Ccntipaent I'; abilities

'!be Plan provides for the recogni.ticn ar.rl payrrent by AT&T ar.rl the fomer
BX:s (incltXiing the Colpmy) ·of liabilities tilat are attri.b.ltable to pre
Divestiture events blt do not becate certain lmtil after Divestiture. These
ocntin:Jent liabilities relate principally to litigatien ar.rl other clainB
with respect to the fomer Bell System's z:ates, taxes, cx:ntracts, an:l torts
(including blsiness torts, such as alleged violatiCXlS of the antitnlSt
laws). Except to the extent tilat affected parties ot:.heIwise agree,
cx:ntin:Jent liabilities tilat are attrib.1table to Pre-Divestiture events are
shared by AT&T an:l the BX:s in accordance with fomuJ.as prescribed by the
Plan, whether or not an entity was a party to the proceedj OJ an:l regardless
of whether an entity was disnissed fran the proceerlinJ by virtue of
settlE!YEIlt or otheI:wise. Each ccrrpEy'S allocable share of liability un:ier
tl1ese fomulas deperx1s en several factors, including the type of ocntin3ent
liability involved an:l each ccrrpEy'S relative net invest:nent as of the
effective date of Divestiture. uooer the foIllU1a. genez:ally awlicable to
nest of the categories of tl1ese cantiDJent liabilities, the Colpmy's
aggLega.te allocable share of liability is awraxiIrately 3. ot .

'!he Colpmy's share of tl1ese liabilities to date has not been naterial to
its financial p:::sition or results of q;:eratiCXlS for ~ pericx:i. 'fhile
carplete assurance cannot be given as to the ootcare of ~ cantin:Jent
liabilities, in the q>inien of the Colpmy's rranagatEl'lt, ~ IrOOetazy
liability or financial inpict to which the Colpmy is subject as a result of
these cantiDJent liabilities is not expected to be naterial in arramt to the
financial positien of the Colpmy.

perxjj ncr Qifles

AT&T ar.rl varioos of its subsidiaries an:l the BX:s (including in sare cases
the Colpmy) have been parties to varioos types of litigation, including
litigation involviDJ allegatiCXlS of violatiCXlS of antitrust laws an:l equal
enployrrent laws. M:st of the litigaticn all89in3 violatioos of the
antitrust laws has been resolved. However, other natters are still perxli.ng.
ranages, if ~, ultinately awarde1 in these~ actiCllS relatiDJ to
pre-Divestiture events ca.l1d have a financial inpict en the Colpmy whether
or not the Colpmy is a defermnt since such daIra.ges will be treated as
cantin:Jent liabilities an:l allocated in accordance with the allocaticn rules
established by the Plan (see ftPre-Divestiture Ccntin:Jent Liabilities ft
above) •

ltIrll.e carplete assurance cannot be given as to the ootcare of ~
litigaticn, in the q>inicn of the Cr:Jttm1Y 1 s rranagenent, ~ Italetazy
liability or financi.al inpict to which the Colpmy would be subject after
final adjudicaticn of all of the foregoiDJ actiCllS would not be naterial in
arramt to the financial positicn of the Q:rrpany.
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The Bell Tel~ CCDpany of Pennsylvania

Item 4. 9tmjEBim of MIttem to a Vbte of seaJrity It>lders. (aIrl.tted
pD"SIvrnt to Q:Ipi al li:Bt:nJd::i.al J (2) .)

I:WlI' II
•

Item 5. !I:iJ:ke.t; far the Reg:ist::Iar:Jt IS a liiii I. Jqrl.ty ao:i Rel ated
Stoddxil.der MltteI:B. (TTB[IiI j cabl e. )

Item 6. Selected Firmrial Dita. (aIrl.tted PD"Slvrnt to General
li:Bt:nJd::i.al J (2) .)

16



'!he Bell Telepixlle Carpmy of Pennsylvania

Item 7. Mw.au,a'H.1 's Diso&l"joo ami Amlys:is of ReaJlts of eperatims
~ PJ'I"f'ent to General I:nst:ruct.ia1 J (2) )

'llris discussim shalld be read in CCI'ljtmCtien with the Financial Statarents
ani Notes to F.inancial Statarents as listed in the i.mex set forth en page
F-1.

Jm'~

'Ihe 0",." '....l.4!Idi4~'t$ilFof $44.0 nrjll i cm cm:LzJs 1991. 'lhe loss '8S
prlIrarily ci1e to the Q;upmy'B electial to adopt Statem!!nt of Financial
Acc:amting StaI:dlrds R). 106, -Blplgyers' AccomdXV' far~
Be!lefits Other 'lban Psm.oos,· (Statenl't Mo.' 106) effec:ti'V8 JanJary 1, 1991
(see NXe 6 ot'RJtM to Pfl"lllridal StatEaI!I1t8l. In CX2lj\mCticnwith this
adq:lticn, tb& Q;upmy :recorded a a1e-dne, ncn-cuh,- after-tax dBtge of
$397.3 mUlial 1epr!lllirtiiJ3 "tlii! a:et:Ua.r!il' l:lability far~
health am l!t'e1raJ.mrJce 1:B:IefitB, attribitable to priat- service of-retired
am active srployeS. atcluding this item, net incatE for the year emed
1991 decreased $4.0 million fran 1990. 'Ihese results include charges
related to a retirE!tEIlt incentive pI:03ram ani restructure initiatives
inplarented in 1991 ani the CDJoing benefit costs associated with the
a.dcption of Statarent N::>. 106 which reduced 1991 eam:inas. '!he rates of
return on a.veIage total capital ani to average COlllUl ~ty were 3.1% ani
(1.2%) in 1991 ani 12.2% ani 16.1% in 1990, respectively. The rates of
return en a.veIage total capital ani to average camcn ~ty, excluding the
CLmUlative effect of the ch.::IDJe in acca.mting principle, were 12.4% ani
18.8% in 1991.

Operating revenues increased $26.3 million over 1990. The increase in total
q:>eratin:3' revenues was ccnprised of the follow:i.n3":

Increase
(!1eGreaee)

(I:ollars in Millions)

IJ::::x:a.l. BeJ:Vice .
Network access .
'Ibll BeJ:Vice .
Directory advertising ani other .

Tqg;] 8eryi.ce

$ 28.8
(47.0)
10.9
~

$ 26.3
====

IJ::::x:a.l. BeJ:Vice revenues are eamed fran the provisicn of local exc::hiID3e,
local private line ani p..1blic telephcne services. IJ::x:al service revenues
increased $28.8 millim~ 1991. '!he increase resulted fran the State
Tax Adjustnent SUrcl':Ia%ge (S'mS) which increased 1991 revenues $20.8
millien. '!he S'mS I:epreseIlts the recoveLY of tax increases resulting fran
legislaticn enacted by the Catm:nwealth of Pennsylvania. '!he Pennsylvania
Public utility carmissien (PO:) allows the Carpmy to recover a significant
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'!be Bell Telephone carpany of Pennsylvania

p::>rtion of these increases in the form of a surcharge applied to custarers I

bills. '!be srns affects each of the na.jor revenue categories with the
largest irrpact on local sezvice. '!be carpany also experienced access line
growth of 71,300 lines or 1.4% in 1991. The growth in access lines and
continued growth in darand for Intelligent Net~:rk features such as Qlstan
Calling and Talchtane sezvi<ie increased reveID.les appraxinately $20.7 million
during 1991; hao.'ever, the :rate of growth in access lines continues to be
adversely affected by weak ecananic conditions. '!be catparable growth in
access lines was 133,600 lines or 2.6% in 1990. 'These increases were
partially offset by a $12.7 million reveID.le increase in 1990 due to the net
irrpact of t~ transactions ordered by the PIJl:::. In 1990, the carpany
retroactively collected $24.1 million for disallowed E!1'ployee discamt costs
and refunded $11. 4 million for the settlerent of sales ccnplaints.

Net~rk Access

Net~rk access reveID.les (switched, special and end-user) are eazned fran
interexchange carriers (IXCS) for the use of the carpany' s local exchange
facilities in providing interstate and intrastate lang-distance sezvices to
their custarers and fran end-user subscribers. Switched access revenues are
derived fran usage based charges paid by IXCS for access to the carpany I S

net~:rk. Special access reveID.les arise fran access charges paid by
subscribers who have private lines, and end-user reveID.les are eazned fran
local exchange carrier custcrcers who pay a flat rronthly charge, Per access
line, for access to the net~:rk.

Effective JarD..lalY 1, 1991, the Fede:ral camunications camti.ssion (FCC)
adopted price cap regulation and lowered the authorized :rate of retum for
interstate sezvices fran 12.0% to 11.25%. Price caps, a form of incentive
regulation, limit prices :rather than profits. '!be FCC's price cap plan
includes a sharing provision whereby interstate eanrings above certain
thresholds are shared equally with custarers, while eanrings above
substantially higher thresholds are returned entirely to custarers. Sharing
occurs in the form of tatp)raIY prospective :rate decreases. '!be carpany
reduced its :rates for interstate access sezvices on JarD..lalY 1, 1991 to
reflect the lower authorized :rate of retum. In its first Annual Price cap
Tariff filing, effective July 1, 1991, the carpany further reduced :rates.
'Ihese t~ :rate reductions, net of a lower support obligation to the Natianal
Exchange carrier Association interstate access revenue p::lOl, reduced 1991
access reveID.les appraxinately $12.3 million.

'!be prinary reason for the $47.0 million decline in net~:rk access reveID.les
is a $40.2 million increase in reveID.les recorded in 1990 resulting fran
revised estiIrates of switched access revenue liabilities. Switched access
reveID.le8 also decreased due to :rate reductions resulting fran the lowered
authorized rate of retum, as discussed in the previcus paragraph. 'Ihese
decreases ncre than offset the 3.5% increase in switched access minutes of
use. Special access reveID.le8 decreased $7.5 million or 6.2% during 1991 due
in part to the :rate reductions cited above. Special access reveID.les have
also been adversely affected by carpetition and slow ecananic conditions.
End-user reveID.le8 increased $6.0 million or 2.8% due prina.rily to changes in
subscriber line charges. MJderate access line growth also contriblted to
the increase in end-user reveID.le8.
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'!he Bell Telepx:ne C7rp:my of Pennsylvania

'Ibll Se+yice

'Ibll service reverDJes are eamed fran interexx:::hange usage services such as
~sage 'Ibll seMces (MIS), Wide Area Telecamunicatioos services (WAn;),
am Corridor services (bebleen SCUtheastem Pennsylvania am SCUthem New
Jersey). 'Ibll service revenues increased $10.9 millicn, incl~ $7.8
million for s-ms. 'The~ increase 'eS volune related. A 6.2t
increase in MIS volune nore than offset a decrease in WAn; am private line
:revenues due to increased carpetiticn for these services.

DirettO+::{ Adyertisi..m am Other

Direeto:ry advertising am other includes :revenues fran the sale of
advertising in the C7rp:my' s te1ephale directories, billing am collection
services provided to IXCs am others, prani.ses services such as inside wire
installaticn am naintenance services, rent of C7rp:my facilities by
affiliates am nan-affiliates, am the provisicn for uncollectibles.

Directo:ry advertising am other increased $33.6 million prinarily as a
result of increased rental incare of $23.8 million. 'Ihis increase was due
to higher charges to affiliated carpanies for use of the C7rp:my's
facilities am the classificaticn, as revenue, of a particn of the
intercrnpany charges which had previaJSlY been reflected as a reduction of
~e. Directo:ry advertising revemes increased $14.5 millicn due to
higher advertising J:ates, while volune growth has slc::JWed due to the~
ecanany am carpetition. Premises services revenue increased $8.2 million
nainly due to repricing of the q;>ticnal wire naintenance plans. 'These
increases were offset by a $9.3 million reduction in billing am collection
:revenues due to reductions in the J:ates charged am the range of services
provided to certain IXCs un:ier the provisions of the l<::lD3-tenn ccntJ:aets
negotiated in July 1990. 'The provision for uncollectibles increased $3.2
million to provide for uncolleetibles associated with the increased revemes
am the~ ecananic carxlitians.
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'!he Bell Telepx:r.e a:q.any of Pennsylvania

cperatinJ expenses increase1 $39.6 milliCll or 1.7% over 1990. '!be increase
in total q:eratinJ expenses was carprised of the foll0win3:

• Increase
(I:lEK?"ffiAft l

(Ibllars in Millians)

atployee costs .
DepreciatiCll an:l arrortization .
Other ...•...................•..............

Bhpl~ CCE!ts

$ 41.8
(50.3)

...ia..l
$ 39.6
===

atployee costs calSist priIrarily of salaries an:l wages, errployee benefits
am payroll taxes paid directly by the a:q.any. Similar costs incurred by
errployees of Bell Atlantic Network: 5erv:ices, Inc. (NSI) are allocated to the
a:q.any am are included in other cperatinJ expenses. TIle increase in
errployee costs of $41.8 milliCll or 6.1t was due priIrarily to increases in
sa1aIy am wages. lege increases in August 1991 am 1990 provided for in
laoor contracts coveri.ng associate errployees, an:l salcuy prc::YgreSsians in
April 1991 am 1990 for nanage:m:mt errployees resulted in increase1 costs of
$15.9 milliCll am $9.5 milliCll, respectively. In additiCll, expenses related
to health care benefits for roth active an:l retired errployees increase1
$15.3 milliCll due to increases in health care costs. '!be a:q.any conti.rn.les
to address the adverse effects of health care inflatiCll by inplE!IBlting
certain rredi.cal cost canta.i..ment initiatives in 1991 that were included in
the aforarentiCXled laoor cantraets. Additional cost sharing arraD.:JE!YeIlts
affecting nanage:m:mt errployees retiri.n3 after Dece!Tber 31, 1991 were also
annamced duri.ng 1991 in an effort to control future health care cost
increases.

0Jri..n3 1991, the a:q.any annamced a retirarent incentive pI:ogI:alll. under
the progI:alll, retirarent-eligible nanage:m:mt errployees were entitled to
increase1 pensiCll benefits am other nal-cash incentives if they retired on
Dece!Tber 15, 1991. App:raxina.tely 560 nanage:m:mt errployees retired under
this progLam.

Depreciatigl am lIrprtizaticn

Depreciaticn am ancrtizaticn expense decreased $50.3 millicn or 9.1t fran
1990. 'Ibis decrease \1BS nainly attrib..ltable to a $66.5 millicn reducticn in
ancrtizaticn expense associated with the ancrtizaticn of certain assets in
accordance with an Fa:: oLder. 'Ibis decrease was partially offset by a 3. 8t
increase in depreciable plant am a $3.4 millicn Fa:: approved depreciation
rate increase retreaetive to JanuaLY 1, 1991.
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'Ibe Bell Telepxne Q:npmy of Pennsylvania

en Dec:aliJer 19, 1991, the PO: awroved the Q:npmyl s petitim to change the
depreciable lives of certain c1asses of plant resulting in a net decrease to
plant lives. '!be eatpany filed a petitim en Dec:aliJer 23, 1991, with the
Fa:: requesting similar c1'laD3es in depreciable lives. '!he Fa:: issued a
ca.mter pLc:p::eal which further decreased plant lives. '!he eatpany accepted
the ca.mter ptop::eaJ. The carbined effect of the PO: am Fa:: a\eL'ds will
increase 1992 anrDJa1 depreciAtien expense awrariIrately $100.0 million.

Other <&eratim~

Other operating expenses COO8ist priIrarilY of CCIltracted seLVices including
centralized seJ:Vi.ce expenses allocated fran tiSI, rent, operatinJ taxes other
than incatE taxes, am other general am adninistrative expenses. Other
operatinJ expenses increased $48.1 millien or 4.6t over 1990. !he expense
increases resulted fran a $26.7 millien increase in state operatinJ taxes
rcainly due to sms, a $22.3 millien restructure related charge associated
with the eatpany' s reti.renent incentive pro::JLam, a $17.8 millien increase in
interccrcpany rent expense due to a classificatien change, to revenues, of a
portion of the interccrcpany charges which had previaJSly been reflected as a
reduction of expense (see ~ting ReveID.1es), am $12.1 million of
additional costs allocated to the eatpany by tiSI, as a result of its
adq:>tion of Statarent N::>. 106.

Excluding the itars rrentianed in the preceding paragraph, other operatinJ
expenses decreased $30.8 millien rcainly due to the eatpany's cost
ccnta.:i.mEnt efforts designed to mitigate the weakened eccn::my's bJsiness
velure inpact am the timing of experxii.tures for central office switchinJ
software.

~tinJ incatE taxes decreased $14.1 millien or 6.6t fran 1990. Federal
inccne taxes decreased $8.0 million priIrarily due to lower pre-tax inccne.
'!he rara.i.nder of the decrease resulted fran revised federal incatE tax
estina.tes am the inpact of the state tax rate increases enacted during
1991. State incare taxes decreased $6.1 millien fran the carparable perioo.
in 1990. '!be decrease in state incatE taxes resulted fran adjust:nents to
align the incatE tax provisim with actual taxes paid. 'lhese decreases were
offset by the aforE!'CEIltianed state tax increase, which increased CcLporate
incare tax rates fran 8. 5t to 12.25t :resultinJ in increased taxes of $17.6
million. '!he effective incatE tax rate for 1991 was 34.4t, carp:u"E!d to
35.8t for 1990. A reccnciliatien of the federal statutO%}' rate to these
effective rates is included in N::>te 5 of N::>tes to Financial Statarents. A
discussim of the pLcepective inpact of Statarent of Financial Acca.mtinJ
Stan::iards N:). 109, "Acca.mting for I:r1caIe '!axes, n also is included therein.
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!he Bell Telepx:ne CCIrpmy of Penneylvania

Interest expense increased $4.4 millien or 3.0% fran 1990. !he $4.4
millien increase resulted fran a $7.2 millien increase in interest en lC'D3
tenn debt due to higher averc!ge debt levels am a $1.9 millien reduction of
accrued interest in 1990 associated with adjust:reents to estinates of access
revenue liabilities. 'lbese:thcreases were offset by a $4.7 millien decrease
in interest en short - tenn borr0wi.n3s due to lower interest rates.

In June 1991, the FU: released a Notice of Prq;x:sed RulE!l'Bk:in3" (NPRM) which
proposes to allow third parties to collocate their equiptent in, or very
near, telE!!{i1a1e eatpany central offices to provide special access (private
line) services to the p.lblic. '!be FU:' s stated p..u:pcse for the prqx:sed
:rulE!l'Bk:in3" is to encc:uzage greater ccnpetiticn in the provisicn of
interstate special access services. '!be FU: has tentatively CCDCluded that
collocat:i.n.:J parties wa.tld pay the telephale eatpany an intercameeticn
charge that is lower tban the exist:i.n.:J tariffed rates for similar nan
collocated services. In the sane release, the FU: issued a Notice of
~ (NJI) asking what policies it shalld adq:>t in regard to interstate
switched access collocation. caments am replies to the NPRM am NJI have
been filed by Bell Atlantic am others. '!be FU: has not reached a final
decisioo in either part of thep~, nor can the CCIrpmy predict when
such a decisioo will be ITBde.

If the Fo::: pennits increased ccnpetition by all0wi.n3 collocation, the
revernes of the CCIrpmy wa.tld be adversely affected, althalgh sate of the
lc:et revenues coold be offset by increased daram if, as the local exr:hange
carriers requested in their ccrcnEIlts, the FU: provides than with greater
pric:i.n.:J flexibility. Collocatioo for the provisien of switched access
services wa.tld result in greater revenue losses to the CCIrpmy tban wa.tld
special access collocation. '!be CCIrpmy will not be able to estinate the
revenue inpact of either type of collocation until the ccnli.tiCl1S of
collocatioo (if any) are detennined am annamced by the FU:.

rming 1991, the CCIrpmy generated $561.8 million in cash fran ~t:i.n.:J

activities, net of dividerrls, ccnpared to $571.8 millien in 1990. In 1991,
the CCIrpmy invested $624.1 milliCll (net of reused rraterial am allowance
for furx3s used <iurin3 caJStroetiCll) in ccntinued ~ien am technological
inprovarents to the :neblorlt, ccnpared to $626.4 millien in 1990. Mmagatent
estinates that 1992 grc:ss capital experxlitures will awrax:i.Irate $660
millien.

At o=calber 31, 1991, the debt ratio of the CCIrpmy was 47.3% ccnpared to
42.7t at o=calber 31, 1990. '!be debt ratio was significantly irLpacted by
the equity reductien associated with the. adq>tien of Statsrent No. 106.
Excludi.ng the effect of Statsrent No. 106, the CCIrpmyI s debt ratio was
42 . 9% at IJec:::erber 31, 1991.
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The Bell 1eleptx.ne Catp:my of Pennsylvania

en JanuaJ:Y 15, 1991, the carpany redee!red its entire $125. a millim of 9. OO%'
debentures, which were due in 1998, at a redstpticn price of lOa%' of their
principal ann.mt, plus accrued interest.

en August 15, 1991, the carpany sold $125. a millicn of 40 year 8 3/4%'
debentures t.bra.1gh a p.Jblic off~. '!be debentures are not redearable
prior to naturity. The net proceeds fran the sale \IIere use1 to reduce
short-tenn debt an:i for the CCI1Structicn, expansion an:i irrprovarent of the
carpany's telephale plant an:i facilities.

en rbvE!rtler 1, 1991, the carpany filed a shelf registratim with the
securities an:i ExJ::hange Ccmnissicn for the issuance of up to $300.0 million
of debt securities.

MmagatEIlt believes that work.i.n3 capital an:i available credit facilities are
adequate to rreet nomal ~ti..Dg requirarents, an:i that while presently
foreseeable capital requi.rarents will cxntimle to be financed prinarily
t.hralgh internally generated funis, sate aatitiooal ICJD3-tenn financing rray
be needed to rraintain the carpany's capital structure within Il'BIlagatEIlt' s
guidelines .

'!be carpany has been designated a potentially resp:n3ible party by the U.S.
Envi:roIIlental Protecticn 1lgeI1Cy in camection with a SUperfun:i site.
Designation as a potentially respc:l)Sible party subjects the naned eatpaIIy to
potential joint liability for rem=di.aticn an:i respcIlSe costs relati..Dg to
cleamJP of the affected sites. Althalgh the annmt of arr:I such clearD...lp
costs, an:i the carpany's share thereof, cannot be quantified at this tirre,
Il'BIlagatEIlt believes that the annmt of its potential liability wculd not
have a naterial effect on the carpany's financial canditicn or results of
~tians.
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'!he Bell Telephcne CcItpmy of Pennsylvania

Item 8. Financial Statenents am Suwlenentazy rata.

'!he infomatien required by this Item is set forth an pages F-1
thraJgh F-28.

Item 9. 0laD3eS in am Di.¥9Leerents with Accamtants en Accamting arrl
Financial Discicsure.

NaJe.

PARr III

Item 10. Directors am Executive Officers of Registrant. (Qnitted
p.lrSLIaIlt to GeneLa1 Instruction J (2) .)

Item 11. Executive Ccnpensa.tion. (Qnitted p..1.L'SI.BIlt to GeneLa1
Instruction J(2) .)

Item 12. security CMnership of certain Beneficial CMners am
Mmagenent . (Qnitted p..1.L'SI.BIlt to GeneLa1 Instructien J (2) • )

Item 13. certain Relatianship3 am Related Transactions. (Qnitted
p..1.L'SI.BIlt to GeneLa1 Instruction J (2) • )

PARr IV

Item 14. Exhibits, Financial Statenent Schedules, am Reports en FOIlll
8-K.

(a) D:x::urrents filed as a part of the report:

(1) Financial Statenents:

see Index to Financial Statenents am Financial Statenent
Schedules~ en Page F-1.

(2) Financial Statenent Schedules:

see :rmex to Financial Statenents am Financial Statenent
SChedules~ en Page F-1.

(3) Exhibits

Exhibits identified in parentheses below, en file with the
securities am Exdlange Ccmni.ssien (SEX::), are incol:porated
herein by reference as exhibits hereto.
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'!he Bell Tel~ CDtpany of Pennsylvania

Exhibit N..1nber (Beference:i to rtan 601 of Reg!llatien S-Kl

3a Articles of Incol:poratiCl1 of the registrant as an:eoJed ani
restated June 15, 1987. (Exhibit 3a to '!he Bell Telephone
CDtpany of PerDlsylvania Fom 10-K for the year eOOed Decenber
31, 1987, File NO. 1-6393)

3b By- laws of the registrant, as anerxEd JaIDJaIY 1, 1990.
(Exhibit 3b to '!he Bell Telepha1e CDtpany of Pennsylvania Fom
10-K for the year eooed Decenber 31, 1989, File NO. 1-6393)

4 NO instnmBlt which defines the rights of holders of
lC'03'-term debt of the registrant is filed herewith p.ll"SllaIlt to
Regulatien S-K, rtan 601 (b) (4) (iii) (A). Pursuant to this
regulatien, the registrant hereby agrees to furnish a copy of
any such instnrrent to the SEX: upon request.

10 Material Contracts

loa Agrearent Concemin:J Contingent Liabilities, 'lax Matters
am TeI:minatien of certain Agleenents CIl'rCD'.j AT&T, Bell
Atlantic, the Bell Atlantic telephone subsidiaries, am
certain other parties, dated as of Nove!rber 1, 1983.
(Exhibit 10h to Bell Atlantic CoIpOratien' s Anmla1 Report
en Fom 10- K for the year eOOed Decarber 31, 1983 ,
referre:i to hereafter as "Bell Atlantic 1983 Fom 10-K".)

lOb Agrearent CIl'rCD'.j Bell Atlantic NeblOrk services, Inc. ani
the telephcne subsidiaries, dated Nove!rber 7, 1983.
(Exhibit 10i to Bell Atlantic 1983 Fom 10-K.)

24 Consent of Coq;>ers & LybraIXi.

25 Powers of Attomey.

(b) Reports en Fom 8- K

A IE!fOLt en FoJ:m 8-K, dated August 12, 1991, was filed
IE!fOLtin:J CI1 rtan 7 (Financial Statenents am Exhibits) in
camectien with the sale of debt securities.
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'!he Bell TelephaJe eatpany of Pennsylvania

SIGNMURES

Pursuant to the requirarents of section 13 or 15 (d) of the securities
Exchange Act of 1934, the registrant has duly causej this report to be
signed on its behalf by the \i,tldersigned, thereunto duly authorized.

By lsI william Harral
William Harral

Vice President - External Affairs and
Orief Financial Officer

March 26, 1992

Pursuant to the requirarents of the securities Exchange Act of 1934,
this report has been signed below by the foll~ persons on behalf of
the registrant and in the capacities and on the date iniicated.

Principal Executive Officer:

Robert M. Valentini
President and Qllef Executive Officer

Principal Financial Officer:

william Harral
Vice President - External Affairs

and Qllef Financial Officer

Principal Acca.mting Officer:

Frlwin F. Hall
Controller and Treasurer

Directors:

william W. Adam3
Jarres M. Ballengee
Peter A. Berxlliel
Ronald R. 0':M!np0rt
M:rle E. Gill'iand

M:lrk J. M:lthis
Muy Pattersal M:Pherscn
Jcseph NemJer
ravid S. Shapira
Ethan A. Stenger
D. Michael StroJd
Rebert M. Valentini
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(iniividually and as
attorney-in-fact)
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Staterents of cash Flows
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NOtes to Financial Staterents F-8
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Financial statarent schedules other than tha3e listed above have been
anitted either because the required infomaticn is ccntained in the
financial statarents am the notes thereto, or because such schedules are
not required or ~licable.
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•
'!he rranagarent of '!he Bell Telephone eatpany of Pennsylvania is responsible
for the financial statE!l'eIlts arx:i the infomation arx:i representations
contained in this report. Mmagarent believes that the financial statarents
have been prepared in calfomri.ty with generally accepted accam.ti.n3
principles arx:i that the infomation in this report is cx::DSistent with those
statarents. Mmagarent is ~red to include in the financial Statarents
annmts, prirrarily related to na.tters not cancluded by year-end, which are
based on rranagarent t s best estiItB.tes arx:i judgnEnts.

In neeti.n3 its respcr1Sibility for the financial statarents of the eatpany,
rranagarent rraintains a stren.:J internal centrol structure, includi.n;:J the
a{:Prq>riate control enviroment, accam.ti.n3 system; arx:i control procedures.
'!he internal control structure is designed to provide reasonable assurance
that assets are safeguarded fran unauthorized use or disposition, that
t:ransactions are prc:perly recorded arx:i executed in accordance with
rranagarent 's authorization arx:i that the financial records pemri.t the
p:repllation of reliable financial statarents. '!here is, :l1cJwever, inherent
limitations that shcW.d be recognized in considering the assurances
provided by the internal control structure. '!he concept of reasonable
assurance recognizes that the costs of the internal accam.ti.n3 centrol
structure shcW.d not excee:i the benefits to be derived. 'Ihe internal
control structure is reviewed arx:i evaluated al a regular basis. eatpli.ance
is m:nitored by the internal auditors thro..1g:h an annual plan of internal
audits.

'!he Board of Directors p.u:sues its review arx:i oversight role for these
financial statarents t.hroogh an Audit Ccrrmittee carposed of three Oltside
directors. '!he Audit Ccrrmittee's duties include~ to the Board
of Directors the awointnent of an i.ndeperrlent accamti.n3 finn to audit the
financial Statarents of the eatpany. 'Ihe Audit Ccrrmittee neets
pericrlically, with rranagaYelt ani the Board of Directors. It also neets
with representatives of the internal arx:i i.ndeperrlent auditors an.:i reviews
the 'ItOrk of each to ensure that their respective responsibilities are bei.n3
carried Olt an.:i to discuss related na.tters. Both the internal an.:i
i.ndeperrlent auditors have direct access to the Audit Ccmnittee.

'!he eatpany's financial state:rents have been audited by Ccx::pers & Lybrand,
i.ndeperrlent accamtants, wha3e report is included al the follC7t11i.n3 page.

/s/ William Harral
William Harral
Vice President - Extemal Affairs

an.:i Orlef Financial Officer
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'IO 'lEE B:lARD OFD~ AND~
OF 'lEE BELL 'I'ELEPInm CXMPAm OF ~VANIA

we have audited the financial staterrents and financial staterrent schedules
of '!he Bell Telephcrle Ccnp:my of Pennsylvania as listed in the imex on page
F-1 of this FbIIl\ 10-K. These financial staterrents and financial staterrent
sche::iules are the respcrJSibility of the Ccnp:my's ITB.IlagenEIlt. OUr
responsibility is to express an cpinion on these financial staterrents and
financial staterrent schedules :t:ased on a.tr audits.

we ccnjucted a.tr audits in accordance with generally accepted auditi.rrg
st:an:ards. 'Ihcse st:an:ards require that we plan and perfOIIl\ the audit to
cbtain reasonable assurance al:x:J.lt whether the financial staterrents are free
of rraterial misstaterrent. An audit includes eJCaItlining, on a test basis,
evidence suworti.rrg the anomts and discicsures in the financial
staterrents. An audit also includes assessi.rrg the acca.mti.rrg principles
used and significant estina.tes rcade by rranagatE!Ilt, as well as evaluati.rrg
the overall financial staterrent presentation. we believe that a.tr audits
provide a reasonable basis for a.tr cpinion.

In a.tr cpinion, the financial staterrents referred to al:xJve present fairly,
in all rraterial respects, the financial ~itian of '!he Bell Telephone
Ccnp:my of Pennsylvania as of Decatber 31, 1991 and 1990, and the results of
its operations and its cash flCMS for each of the three years in the pericx:i
enjej Decatber 31, 1991, in canfoIInity with generally accepted acca.mti.rrg
principles. In addition, in 0Jr cpinion, the financial staterrent schedules
referred to al:xJve, when considered in relation to the basic financial
staterrents taken as a whole, present fairly, in all rraterial respects, the
infonration required to be included therein.

As discussed in Notes 1 and 6 to the financial staterrents, the Ccnp:my
changed its rrethcxi of accamti.ng" for ~treti.ratent benefits other than
pensions in 1991.

/s/ 0Xpma & LybraIXi

2400 Eleven Penn center
Phi JadeJphia, Pennsylvania
F'ebnlazy 5, 1992
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'!HE BELL~~ANY OF PaNSYLVANIA
~ OF :m:n-m AND REJlNESI'ED FARNllGS

FeR '!HE YFARS EN:>ED DEX::EM3ER 31,

(~llars in Millioos)

OPERATIN3 RlM!HJES
Local service •............•........
Network access .
'Ibll seMce .
Directo~ advertis~ am other .
Provision for lmCOllectibles .

OPERATIN3 EXPENSES
Eh'ployee ccsts, incllJd.inJ benefits

and. taxes .••••.•••••••••••••.••.•.
Depreciation and. arrortization .
Other .

OPERATIN3 :IN::n1E 'mxES
Federal ..............•.......•.....
State .

OPERATIN3 :IN::n1E ••••••.••••••••••••.

1991 1990 1989

$1,316.5 $1,287.7 $1,217.3
759.0 806.0 722.7
474.3 463.4 452.9
524.6 487.8 459.8
(36.9) (33.7) (35.9)

3.037.5 3,011.2 2.816.8

729.7 687.9 777.4
500.7 551.0 522.3

1.083.2 1. 035.1 941. 7
2.313.6 2.274.0 2,241.4

723.9 737.2 575.4

153.6 161.6 110.5
44.9 51.0 13.1

198.5 212.6 123.6

525.4 524.6 451.8

OIHER :IN::n1E .(EXPENSE)
Allowance for f1.m:js used dl.1ri.n.:J

construction .
~soellaneous - net .

mrERES'I' EXPENSE •••••••••••••••••• ••

:IN::n1E BEFORE ClMJlATIVE E£i'F'EL"T OF
A OWG IN~ PRnCIPLE

1.3 3.0 2.8
(2.3) (3.6) (2.5)
(1. 0) (,6) .3

151.1 146.7 145.3

373.3 377.3 306.8

.At:.~ of year .
Add: net incame (loss) ..•.........

I:Je::1llct : d:i~cB'm .
o'tl'ler' e:tlaI'lEJes .•••••.....••

.At:. end of year .

(397.3)

$ (24.0) $ 377.3 $ 306.8
----

$ 792.2 $ 689.7 $ 674.5
(24.0) 377.3 306.8
768.2 1,067.0 981.3
301.1 274.8 291.5

.3 .1
$ 466.8 $ 792.2 $ 689.7
====== - =

• "r• ••••••••••••••••NE:I' IN::rM: <I£SS>

'!heac~ notes are an integral part of these financial statateIlts.
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